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E.O. 11652: N/A 

TAGS: EFIN ECON EAID PO 

SUBJECT: FY 78 BALANCE OF PAYMENTS LOAN 

REF: 77 STATE 281977 

BEGIN SUMMARY: U.S. AND PORTUGUESE DELEGATIONS MET FEBRUARY 21 
TO DISCUSS REF LOAN. PORTUGUESE RAISED NO SUBSTANTIVE PROBLEMS 
WITH DRAFT AGREEMENT. BOTH SIDES AGREED TO ATTEMPT TO SIGN 
FORMAL AGREEMENT ON WEDNESDAY, MARCH 1. END SUMMARY. 

1 . CHARGE, ECON COUNS AND AID REP MET IN FORMAL SESSION FEB 21 

WITH PORTUGUESE DELEGATION HEADED BY BANK OF PORTUGAL GOVERNOR SILVA 

LOPES TO DISCUSS USG $300 MILLION LOAN. AFTER MY INITIAL REMARKS 

HIGHLIGHTING MAJOR POINTS OF THE PROPOSED AGREEMENT, I ASKED 

FOR SILVA LOPES' OBSERVATIONS ON THE DRAFT TEXT. SILVA LOPES 

STATED THAT HE HAD NO SUBSTANTIVE PROBLEMS WITH THE TEXT, 

BUT WISHED TO REQUEST THE FOLLOWING MINOR MODIFICATIONS: 

A. IN ARTICLE I. LINE 3, INSERT THE PHRASE "AN AMOUNT" 

BETWEEN THE WORDS "AGREEMENT" AND "NOT" IN FIRST SENTENCE. 
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ARTICLE I WOULD THEN READ "...TO LEND TO THE BORROWER 
UNDER THE TERMS OF THIS AGREEMENT AN AMOUNT NOT TO 
EXCEED..." GOP REQUESTS INSERTION OF THE PHRASE "AN 
AMOUNT" SIMPLY TO MAKE THE TEXT PARALLEL THE PHRASEOLOGY 
USED IN PREVIOUS AID LOANS TO PORTUGAL. EMBASSY RECOMMENDS 
ACCEPTANCE OF THIS SUGGESTED CHANGE. 
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B. IN ARTICLE III, SECTION 3.1, SUBSECTION B, CHANGE 
"NAME" TO "NAMES" AND "PERSON" TO "PERSONS." SUBSECTION 
B WOULD THEN READ: "A STATEMENT OF THE NAMES OF THE 
PERSONS HOLDING...." THIS CHANGE REQUESTED BECAUSE TWO 
BANK OF PORTUGAL OFFICIALS MUST SIGN ALL OFFICIAL DOCUMENTS 
RELATING TO THE LOAN. EMBASSY RECOMMENDS ACCEPTANCE OF 
THIS CHANGE. 

C. IN ARTICLE III, SECTION 3.2, LAST LINE, CHANGE 

THE WORD "AGREEMENT" TO "ARRANGEMENT." GOP PROPOSES THIS 
CHANGE BECAUSE IT UNDERSTANDS THAT LEGAL DESIGNATION OF 
ITS INTENDED ACCORD WITH IMF FOR SECOND TRANCHE STANDBY IS 
AN "ARRANGEMENT" RATHER THAN AN "AGREEMENT." EMBASSY 
RECOMMENDS APPROVAL OF THIS SUGGESTION, UNLESS SOME LEGAL 
CONSIDERATION MAKES IT INADVISABLE. 

D. IN ARTICLE VI, SECTION 6.1, CHANGE THE FIRST 

SENTENCE TO READ: "THE BORROWER UNDERTAKES TO PROVIDE TO 
AID THE SAME INFORMATION CONCERNING THE BALANCE OF PAY- 
MENTS AND OTHER ECONOMIC AND FINANCIAL DATA THAT IT 
PROVIDES TO THE IMF IN ORDER TO ASSESS PORTUGAL'S PROGRESS 
UNDER THE IMF STANDBY AGREEMENT." THIS MODIFICATION 
WOULD MAKE THE PROVISION OF DATA AN AUTOMATIC PROCESS 
AND, SECONDARILY, WOULD CHANGE THE WORD "AGREEMENT" TO 
"ARRANGEMENT." PORTUGUESE DELEGATION REQUESTS THIS 
CHANGE ON THE GROUNDS THAT GOP WOULD THEN MORE EASILY 
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BE ABLE TO FURNISH DATA ON A REGULAR SCHEDULE SIMPLY BY 
PROVIDING ALL INFORMATION IT WILL PROVIDE TO THE IMF ON 
A QUARTERLY BASIS. EMBASSY SUSPECTS THAT THIS CHANGE WILL 
ALSO MAKE THE AGREEMENT MORE POLITICALLY ACCEPTABLE 
BECAUSE IT AVOIDS GIVING THE IMPRESSION THAT GOP WILL BE 
PROVIDING USG UNUSUAL INFORMATION AND COURTESIES. EMBASSY 
RECOMMENDS ACCEPTANCE OF THIS CHANGE, BELIEVING THAT 
IT WOULD: 

(1) ENABLE US TO RECEIVE MORE COMPREHENSIVE AND 
TIMELY DATA THAN WOULD OTHERWISE LIKELY BE THE CASE; 

(2) FACILITATE GOP TASK IN PROVIDING THE DATA; AND 

(3) REDUCE THE NUMBER OF SPECIAL BILATERAL REQUESTS WE 
WOULD HAVE TO MAKE TO THE BANK OF PORTUGAL. WE BELIEVE, 
NEVERTHELESS, THAT WE WILL STILL BE ABLE TO REQUEST 
ADDITIONAL CLARIFYING INFORMATION THAT MAY BE DEEMED 
NECESSARY. 
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2. IN ADDITION TO REQUESTING THE ABOVE MINOR MODIFICATIONS 
IN THE TEXT, SILVA LOPES RAISED THE FOLLOWING QUESTIONS: 

A. IN ARTICLE III, SECTION 3.3, WAS IT NECESSARY TO 

USE THE WORD "DETERMINED". PORTUGUESE DELEGATION APPARENTLY 
FEARED THAT USE OF THAT WORD IMPLIED THAT USG INTENDED 
TO REVIEW THE SUBSTANCE OF GOP'S ANTICIPATED AGREEMENT 
WITH THE IMF. WE ASSURED THE PORTUGUESE THAT USG HAD 
NO INTENTION OF CONDUCTING SUCH A REVIEW. RATHER, WE 
NOTED, USE OF THE WORD "DETERMINED" MEANT SIMPLY THAT 
USG WOULD DECIDE WHETHER OR NOT THE CONDITIONS PRECEDENT 
UNDER ARTICLE III, SECTIONS 3. 1 AND 3.2, HAD BEEN 
ADEQUATELY SATISFIED. PORTUGUESE ACCEPTED THIS EXPLANA- 
TION AND DID NOT PRESS FOR A CHANGE IN SECTION 3.3. 

B. IN ARTICLE IV, SECTION 4.1, PORTUGUESE NOTED 

NO TIME FRAME WAS SPECIFICALLY STATED FOR DRAWDOWN OF THE 
$200 MILLION TRANCHE. WE ASSURED THEM THAT THE FUNDS WOULD BE 
AVAILABLE AS SOON AS USG HAD DETERMINED THAT CONDITIONS 
PRECEDENT HAD BEEN SATISFIED. PORTUGUESE INDICATED 
THAT THEY WOULD SUBMIT A LETTER, TOGETHER WITH DOCUMENTS 
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REQUIRED SECTION 3. 1 . A AND B, REQUESTING THAT THE FIRST TRANCHE 
BE DISBURSED IMMEDIATELY UPON USG DETERMINATION THAT 
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CONDITIONS PRECEDENT HAD BEEN SATISFIED. 

C. PORTUGUESE INQUIRED WHETHER WE WISHED ANY 
PUBLICITY ON OUR NEGOTIATING SESSION. WE REPLIED THAT 
WE WERE WILLING TO LEAVE THIS QUESTION TO THEM. AFTER A 
BRIEF DISCUSSION, IT WAS DETERMINED THAT NO PUBLICITY 
SHOULD BE SOUGHT UNTIL THE FORMAL SIGNATURE OF THE LOAN 
AGREEMENT. SUGGESTED PRESS RELEASE FOLLOWS SEPTEL. 

3. PORTUGUESE DELEGATION EMPHASIZED ITS DESIRE TO PROCEED 
WITH FORMAL SIGNATURE OF THE LOAN ASAP. BANK OF PORTUGAL 
WILL PROVIDE EMBASSY PORTUGUESE TEXT OF THE LOAN AGREE- 
MENT BY LATE WEDNESDAY, FEBRUARY 22. IF ALL DETAILS 

CAN BE CONCLUDED IN TIME, FORMAL SIGNATURE WILL OCCUR 
ON WEDNESDAY, MARCH 1 . 

4. ACTION REQUESTED: THAT WASHINGTON: 

A. AUTHORIZE CHANGES REQUESTED IN PARA 1 ABOVE. 

B. CONFIRM INTERPRETATIONS PROVIDED TO PORTUGUESE IN 
PARA 2 ABOVE. 

C. AUTHORIZE US TO PROCEED WITH FORMAL SIGNATURE OF LOAN 
ON MARCH 1. 

D. PROVIDE INTEREST RATE TO BE INSERTED IN ARTICLE II, 

SECTION 2.1. 

OKUN 
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